CHAPTER VI
THE PLACE  OF LOANS OTHER THAN WAR LOANS IN
PUBLIC FINANCE
§ 1. in normal times the main part of a government's revenue
is required to meet running expenses that occur more or less
regularly year after year. There can be no question that in
a well-ordered State all such expenditure, apart from that met
by fees, will be provided for out of taxation, and not by borrow-
ing. To meet it by borrowing, whether from foreign or
domestic lenders, would involve an ever-growing government
debt and a correspondingly ever-growing obligation of interest.
In the end more would have to be spent in providing the
interest every year than would have been required if the
government had paid its way out of taxes from the beginning.
The national credit would suffer heavy damage; and ulti-
mately the annual obligations of the government might come
to exceed the maximum sum that it had the power to raise in
tax revenue, even for the purpose of transfer expenditure.1
This thesis is universally accepted. Nobody would suggest
that government expenditure of a regular nature, such as
expenditure on the army, navy and civil service, should
normally be met otherwise than out of taxation. This does
not mean, indeed, that this class of expenditure should never,
in any circumstances whatever, be financed out of loans.
Other things being equal, it is plainly desirable, since changes
in taxation always involve disturbance, to keep the rates of
taxation as nearly as possible constant from year to year.
In so far then as running expenses fluctuate, it may be desir-
able, when practicable, to arrange a budget so that good
and bad years make up for one another, a deficit in one
balancing a surplus in another* It may also be desirable,
where a part of these expenses consists in a sinking fund for
1 Under the English system, in which interest on government debt is
counted as income assessable to tax, it would never, of course, be possible
for interest on internal debt actually to exceed the national income so con-
ceived, though it might approach asymptotically towards it. But the interest
might easily come to exceed the maximum sum that it was practicable for
any government to raise by taxation.

